General Business Conditions 





HE defense program continues to 

grow, and its influence upon the bus- 

iness of the country continues to 

spread. Heretofore the effects of the 

program on business activity have 
been all of one kind. It has stimulated a rapid 
industrial and trade expansion, which has gone 
faster and further than even the optimists ex- 
pected, and from which almost every industry 
and occupation are now benefiting. Without 
much doubt, it will continue to lift the business 
level, adding to production, employment, and 
the demand for goods. 

As the program expands other effects, impor- 
tant both to individual industries and for the 
general problems they raise, are also appearing. 
Questions of commodity and labor supplies, 
price and wage trends, priorities and allied 
matters are arising more acutely and causing 
more uneasiness. Supplies of certain non- 
ferrous metals have become a source of concern, 
particularly in industries using them for non- 
defense purposes, which will have to bear the 
brunt if needs cannot be completely met. Estab- 
lishment of priorities or sales restrictions in 
one market raises fears in others, even where 
fears are unwarranted. Rising ocean freight 
rates and tension in the Far East have given 
a lift to prices of imported commodities, which 
despite steadiness in domestic markets helps 
to keep inflationary ideas alive. 

The upward trend of wage rates seems likely 
to become more pronounced. Although the 
rise has been moderate thus far, demands for 
increases in major industries, including steel, 
coal and textiles, are developing; and the 
probable results are succinctly stated in 
Saward’s, a coal trade journal, which says: “It 
is taken for granted that the United Mine 
Workers will demand a wage increase, and 
there is little doubt that they will get one.” 
Most business observers believe that if an in- 
flationary spiral develops from the defense 
effort it is more likely to start from advancing 
labor costs than from any other point. 

Another feature of the business news is the 
continuance of forward buying on a scale even 





Economic Conditions 


Governmental Finance 


United States Securities 





New York, March, 1941 


greater than before the turn of the year. This 
is a natural result of the conditions already 
cited. Many observers had believed, or at least 
hoped, that forward buying would subside by 
this time and commitments be reduced to a 
replacement basis. Buyers, however, want their 
names on the books. They show no tendency 
to shorten up on commitments, but rather the 
contrary. In January 50 per cent of the mem- 
bers of the Detroit Purchasing Agents Asso- 
ciation, which makes a monthly survey, were 
buying six months ahead and 11 per cent were 
buying nine months ahead. These percentages 
compare with 35 and 1 per cent, respectively, 
one month earlier, and with 9 and 3 per cent 
a year ago. This lengthening of commitments 
is a widespread policy. From the standpoint 
of the individual it is easy to justify, but when 
it becomes general it increases the pressure on 
supplies, and tends to bring about the condi- 
tions against which it is designed to protect. 
Despite bullish price influences and the out- 
look for increasing industrial activity, the stock 
market has been weak and inactive. Almost 
alone among the elements in business, it is 
depressed by consciousness that a world war is 
being waged; that events are unpredictable and 
their consequences incalculable; and that busi- 
ness gains based upon an armament program, 
financed by increases both in debt and in taxa- 
tion, cannot possibly be considered as repre- 
senting a genuine and lasting prosperity. 


Interferences with Normal Business 

The extent to which the defense program 
may interfere with normal peacetime business 
has been debated since last Summer, but 
opinions still vary, and it may still be some 
time before the situation becomes clear. The 
effort that this country is making is to add the 
armament production to industrial output with- 
out causing shortages for non-defense con- 
sumption, and with no more substitution than 
necessary in accustomed goods of everyday 
use. Everyone hopes that this can be done. 
The country has unmatched material and finan- 
cial resources, “a reserve supply of labor to 
draw upon, and technical abilities and experi- 
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ence which are nowhere excelled. The people 
are united in support of the defense program; 
and given the necessary cooperation, under- 
standing and leadership, few would dare to 
name a limit upon the possible accomplishment. 

Considering what has been done, it is re- 
markable that disturbances of business up to 
this time, through government controls or 
otherwise, have been not so many, but so few. 
Production already has had a vast increase, 26 
per cent since last April; construction, equip- 
ment manufacture, labor training and other 
preparations for further increases are well ad- 
vanced; a huge forward buying movement 
involving substantial inventory accumulation 
has been supplied, — and all without develop- 
ment of major shortages or restrictions, danger- 
ous disturbance of commodity prices, or signifi- 
cant rise in the cost of living. This is a reflection 
of the great capacities of the country, but it is 
also a tribute to all the elements engaged in 
production. 

Nevertheless, the defense program has not 
been carried out wholly on the basis of “bus- 
iness as usual” and no practical person expects 
it to be. Augmented by additional requests for 
appropriations even since the budget was pre- 
sented in January, and to be raised still more 
by aid to Great Britain, the program is an under- 
taking of a magnitude equivalent to war. Its effects 
will depend greatly on the way it is handled, 
and in any case cannot be measured too con- 
fidently until the new arms plants are ready 
to go to work. It is a truism that the greater 
the armament requirements, the more likely are 
conflicting demands for materials and labor to 
appear, and the greater the need for co-ordina- 
tion. Bottlenecks in capacity or supply arise; 
and when a great part of industry is simul- 
taneously expanding there is no end to bottle- 
necks, for if the capacity to produce one thing 
is increased the requirements for another are 
automatically increased also, and the situation 
never comes to rest until the general expansion 
ceases. The practical problem of business 
and the defense authorities is to meet these 
difficulties. 

Moreover, it is too much to expect that every- 
one will exercise the highest degree of restraint 
and co-operation. Few business men conscious- 
ly desire to increase the pressure on prices by 
over-buying, or by holding back their products 
to speculate on price advances, for they know 
that if they contribute to an inflationary spiral 
they may be contributing to their own eventual 
ruin. But all naturally want to protect require- 
ments. Where supplies are not sufficient for all 
to lay away protective inventories, accumula- 
tion by one buyer before the materials are 
needed is at the expense of some one else. Thus 
congestion develops, and co-ordination is re- 
quired to keep supplies moving. 





Priorities and Rationing 

In the industries particularly affected by the 
program it has already been proved necessary 
to keep markets in order, at least until overall 
supplies are larger, by the exercise of some 
form of priority and planning. This has been 
done largely on a voluntary basis, with sellers 
allocating their product either in accord with 
recommendations from the Defense Commis- 
sion or from their own knowledge of the buyer’s 
normal requirements. During the past month 
priorities on machine tools have been made 
mandatory, in order to strengthen their effec- 
tiveness; but this hardly affects the existing 
situation, since defense needs have had prefer- 
ence in machine tool shipments for a consid- 
erable time. 

Mandatory priorities have also been put into 
effect in aluminum, and for a time at least 
non-defense purchases of aluminum may be 
curtailed. Mr. Knudsen has requested that 
all magnesium be held for defense purposes. 
Zinc and nickel are scarce at present; and in 
these and some other metals where the situa- 
tion is not as tight, including copper and cer- 
tain kinds of steel, supplies are allotted by 
sellers themselves. 

Business men using metals for non-defense 
purposes would give much to know whether 
these scarcities will be overcome. The fact 
that the priorities are so few, while emphasis 
is put on voluntary economies and efficient use 
of supplies to give the situation a fair chance to 
work out, is reassuring; but it is only sensible 
to prepare for difficulties. Looking further 
ahead, many uncertain factors are involved, 
such as the speed with which capacity at bottle- 
necks can be raised, whether the increase in 
metal producing capacity is faster or slower 
than expansion in fabricating capacity, and 
whether efforts to discourage hoarding of sup- 
plies will be effective. Mr. Robert C. Stanley, 
head of the International Nickel Co., is author- 
ity for the statement that demand for nickel, 
one of the strategic metals, has been inflated as 
compared with real consumption; and one of 
the reasons for aluminum priorities was the 
effort of some users to accumulate stocks and 
withhold scrap from the market. 

Demand for metals as for other goods will 
be influenced by the Administration’s decisions 
on fiscal policy,— whether any great propor- 
tion of the increase in purchasing power will 
be absorbed through taxation or borrowing 
from individuals, or whether it will be allowed 
to come into the markets without substantial 
reduction, doubtless chiefly as demand for con- 
sumers’ durable goods. 


The Inventory Situation 
Apart from the critical metals, there are few 
cases where staple commodity supplies arouse 
concern. Prompt shipments of semi-manufac- 
tured goods such as wool tops and some cotton 
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and rayon gray goods are hardly obtainable, 
but textile raw material supplies are not short 
and the situation can be expected to right itself. 
The country has seen tight commodity markets 
before, and as recently as early 1937. Invari- 
ably they have been relieved in two ways. One 
way has been the increase in supplies through 
greater production; the other has been the 
subsidence of buying for inventory after suffi- 
cient stocks were accumulated and danger of 
shortages receded. Despite the armament re- 
quirements, both influences may operate again 
as they have in the past. 

In the markets where shortage is threatened, 
supplies are being augmented by building new 
productive capacity or bringing in more im- 
ports, in some cases by both. Meanwhile cur- 
rent buying in many lines is exceeding con- 
sumption. Thus the production rate is already 
providing for further consumption gains. 

While there are doubtless cases in which 
manufacturers’ stocks are inadequate, available 
figures indicate that manufacturers’ inventories 
in general are higher than in 1937. The Na- 
tional Industrial Conference Board compiles an 
index of these inventories, in dollar value, which 
at the end of January stood at 129.8 per cent of 
the 1935-39 average, compared with 126.7, the 
1937 peak; and each dollar now represents more 
physical units than in 1937. The Department 
of Commerce estimates that the increase i1 
manufacturers’ dollar inventories during 1940 
was 11.2 per cent, and in magnitude $1,250,000,- 
000. In all probability inventories have been 
added to, and commitments extended further, 
during the first two months of this year. 

Under ordinary conditions increases of this 
size would inspire caution. These inventories, 
however, are lower in relation to sales than 
at the 1937 peak, and their turnover will doubt- 
less be rapid for a long time to come, for the 
munitions and supplies for defense require- 
ments will never accumulate in normal chan- 
nels of trade. Retailers thus far have leaned 
toward conservatism in their purchases. Thus 
the danger is not one of early business reces- 
sion due to over-buying. The implication of the 
figures is rather that acute shortages will prob- 
ably turn out to be few and not typical of the 
general situation, while in many cases the ap- 
pearance of scarcity will prove to be illusory. 


Import Commodity Prices Rise 


The rise in commodity prices during the past 
few weeks has been due chiefly to the tighten- 
ing shipping situation, fear of disruption of 
shipments from the Far East, and advances in 
ocean freight rates. The accompanying chart, 
which gives the movements of imported and 
domestic commodities according to the daily 
index of the Bureau of Labor Statistics, shows 
that since the middle of January domestic 
staples have declined slightly, but the index of 


imported materials has risen 8 points. Import 








prices are close to the war-time peak reached 
in December 1939, when speculation in East 
Indian commodities was heavy. Increases in 
freight rates, generally 25 per cent, on all ship- 
ments from the East Indies and India and on 
many commodities from South America will 
take effect April lst, and of course anticipatory 
buying has been stimulated. Rubber, tin, silk, 
burlap, cocoa, sugar, coffee, tropical oils, spices 


and shellac are affected. 
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The tension over the Far Eastern situation 
has brought forth some exaggerated statements 
as to the possible effect on commodities, such as 
a prediction of 10¢ sugar by a domestic cane 
producer, based on possible inability of the 
Philippines to ship their quota. This statement 
overlooks the heavy reserves of sugar in other 
countries upon which the United States could 
draw, to say nothing of unusually large do- 
mestic beet sugar stocks. Simple changes in 
the quotas or amendments of the Sugar Act 
could make available to this country far more 
sugar than could be consumed. 

Of the major critical raw materials originat- 
ing in the Far East, large stocks have already 
been accumulated in this country. Tin holdings 
here or afloat equal at least fifteen months’ 
supply at the present rate of consumption, 
according to a statement by Mr. W. A. Harri- 
man, Chief of the Materials Branch of the Office 
of Production Management. Rubber stocks on 
hand and afloat are equivalent to eight months’ 
supply and tire inventories are larger than 
usual. Stockpiles of other minerals are being 
built. Substantial stocks of all these materials 
are awaiting shipment in producing countries, 
they will have shipping priority, and apparent- 
ly there will be sufficient cargo space to bring in 
more than the country is now consuming. Thus 
stockpiles should continue to increase, assum- 
ing that shipping is not actually interrupted. 

Under prevailing conditions it is to be ex- 
pected that the higher transportation cost of 
imports will fall chiefly upon the buyer rather 
than the seller. Evidently, however, no short- 
age of these major staples is likely unless hos- 
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tilities actually break out, and then not for a 
considerable time. 

In summary, the conclusion seems warranted 
that the commodity position is acute in very 
few cases; in most markets supplies will meet 
needs comfortably, provided they move freely 
without hoarding or unnecessary inventory 
accumulation. Nevertheless, this is no reason 
for complacence as to inflationary dangers, 
while the defense program grows. Even the 
briefest survey of the expanding requirements 
indicates the problems. Bottlenecks have to be 
broken down. Supplies have to be efficiently 
utilized. Restraint and cooperation by both 
buyers and sellers is necessary. Advances in 
industrial costs, whether through general wage 
increases or slackening efficiency, would have a 
direct inflationary influence. 

Finally, if fiscal policies are such that the 
Government pours temporary purchasing power 
into the markets faster than capacity at the 
bottlenecks can be increased, individuals will be 
on notice that all the restraint they can exercise 
in their own policies may in the end be with- 
out avail. 

Thus the responsibility for keeping order 
rests jointly upon business, labor and Govern- 
ment. The difficulties are real, but they can be 
surmounted, provided they are faced squarely 
and met with wisdom and energy. 


Progress of the Fiscal Program 





During the last menth Congress has acted 
swiftly in clearing the decks for the huge de- 
fense financing program outlined in the Presi- 
dent’s budget message. On February 17, after 
about three weeks of study and debate, Con- 
gress passed the Administration bill known as 
the Public Debt Act of 1941 authorizing (1) a 
further increase in the debt limit to $65,000,- 
000,000, (2) greater leeway to the Secretary of 
the Treasury in determining the kinds of se- 
curities to be offered, terms and conditions of 
financing, etc., and (3) elimination of federal 
tax exemption from future issues of federal se- 
curities. The bill is of historic importance as 
providing for the second increase in the debt 
limit in less than one year, and to an amount 
more than double the peak of the public debt 
just after the World War; also for removing all 
privileges of federal tax exemption from new 
issues of United States Government securities, 
hence placing such issues for the first time on 
the same federal tax basis as private obliga- 
tions. 

With the passage of this legislation the 
Treasury was placed in a position to proceed 
with the refinancing of some $1,200,000,000 of 
government securities exclusive of Treasury 
bills falling due or called for payment on March 
15 next, together with the raising of new money 
for defraying costs of the rapidly expanding de- 
fense program. 








Next in line of major steps in the Adminis- 
tration’s fiscal program are expected to be 
recommendations for new and increased taxes, 
to be presented to Congress some time after 
the March 15 tax returns are in and opportunity 
has been had for studying them. A separate 
bill has already been introduced to amend the 
excess profits act passed last year so as to 
afford relief from hardship in exceptional cases 
which have become apparent. 


On Raising the Debt Limit 


One of the interesting things about this new 
legislation affecting the debt has been the calm 
manner in which it has been received by the 
public. Here we have an act suddenly raising 
the debt limit to levels undreamed of only a 
few years ago, and the fact generally recog- 
nized that it is probably only a question of time 
when the debt ceiling will have to be lifted 
again. And yet the markets treat this as 
though it were merely a routine matter. 

It will be recalled that not many years ago 
bankers, business men and economists were 
seriously worried about the increasing debt, 
and Mr. Roosevelt, campaigning for office in 
1932 (when the debt was around $20,000,000,- 
000) repeatedly warned of the dangers of a 
continuously rising debt. As late as last Fal! 
the announcement by the Secretary of the 
Treasury that an increase in the debt limit to 
“$60,000,000,000 or $65,000,000,000” would be 
needed was enough to send a sharp, though 
temporary, inflation scare through the stock 
and commodity markets. What is the explana- 
tion of the extraordinary calm in the present 
instance? 

Apparently it lies partly in a sophisticated 
belief that new economic controls will avert 
serious difficulties (a thesis still to be proved), 
and partly in the old story of simply “getting 
used to things.” People have heard “wolf” 
cried so often that they are no longer im- 
pressed. 

Admittedly, this apparent unconcern in the 
face of a growing debt has, in the present situa- 
tion, a good as well as a bad side. Certainly it is 
wholly desirable that the public should take a 
calm view of these matters and that the financ- 
ing program should go forward in an atmos- 
phere of confidence. With our abundant 
resources, there is no question as to our ability 
to finance the defense needs through the normal 
channels and at reasonable rates. At the same 
time there is very real danger in taking too 
complacent a view of rising expenditures and 
debt. For then the tendency is to weaken the 
incentive for economy and to open the gates 
wide to spending, with gravely disturbing re- 
sults to the country in the long run. 

With the latter thought in mind, many people 
felt that it would be unwise to extend the debt 
limit all the way to $65,000,000,000 at one jump. 
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While they deemed it altogether probable, in 
view of the vast commitments of the defense 
program, that this debt limit would be reached 
eventually, they believed that there would be 
more likelihood of economy if the limit were 
raised by smaller steps. This was the position 
taken by the minority members of the House 
Ways and Means Committee who, in their re- 
port upon the bill, proposed that the limit be 
held to $60,000,000,000 for the present, further 
increases to be voted if and when necessary. 

Our present situation with respect to the 
debt demonstrates the weakness of some of 
the arguments used in extenuation of the gov- 
ernment’s heavy spending programs in recent 
years. It has been stated that, because our 
debt was low in relation to the debts of other 
countries, we could “afford” large expenditures 
and need not concern ourselves over rising 
costs. The trouble with such arguments, and 
with the policies based upon them, is that they 
do not make adequate allowance for unexpected 
emergencies such as we are now facing. The 
result of this philosophy is that now, instead 
of embarking upon the defense program with 
low debt and taxes as in 1917, we do so on an 
already vastly swollen debt and tax basis, with 
all the difficult problems that this entails. 


Need for Reducing Unnecessary Governmental Costs 


All this only serves to stress still further the 
need for reducing governmental costs wherever 
possible without impeding the defense program 
or curtailing essential government services. 

It is regrettable under the circumstances that 
the budget presented in January showed so 
little evidence of serious effort at economy. 
Although the President in November stated 
that non-defense expenditures would be “cut 
to the bone,” nevertheless the total of these 
items listed in the 1942 budget proved to be no 
less than $6,674,000,000—a drop of only $64,- 
000,000 compared with 1941 and of only $544,- 
000,000 compared with 1940. Even these modest 
reductions have been questioned as due to dif- 
ferences in accounting and classification rather 
than to genuine retrenchment. 

In a statement before the Senate sub-com- 
mittee on finance February 12 Secretary Mor- 
genthau expressed the opinion that Congress 
should re-examine all non-defense expenditures 
with “a magnifying glass” in an effort to make 
economies. Reductions, however, will not be 
easy in view of the strong vested interests now 
built up in continued spending and in view also 
of Administration solicitude expressed in the 
budget message for preserving—and even ad- 
vancing—“social gains” during the emergency. 
Of course responsibility for economy does not 
rest with the Administration alone, but is 
shared by Congress and by the public at large 
which must give its support to measures of 





retrenchment. But there is need for leadership 
somewhere in order to gain effective results. 


Trend of Municipal Costs 

What has been said as to the need of re- 
ducing costs of the Federal Government holds 
equally true for the states and municipalities 
whose rising expenditures in recent years have 
played a large part in increasing the burdens 
upon taxpayers. 

The keynotes of speeches delivered by gov- 
ernors of many other states before their state 
legislatures this year have stressed national 
defense, strict economy in state finances, and 
“no new taxes,” according to a survey by the 
Council of State Governments quoted recently 
in the Daily Bond Buyer, leading organ of 
municipal finance. Nevertheless, despite much 
said on behalf of economy, when it comes to 
actual performance most of the states seem to 
be having as much difficulty as the national 
government in resisting appeals for more 
spending. Many states are considering new or 
more ambitious programs of public pensions. 
Nine governors in their opening addresses to 
their legislatures wished to increase old-age 
assistance benefits, and one to extend benefits 
to more persons. 

The following table gives summary figures 
for executive budgets as presented in nineteen 
states thus far this year, with changes com- 
pared with the previous fiscal period. It will be 
noted that of the nineteen budgets listed, fifteen 


Representative State Budgets 
(In Thousands of Dollars) 
Fiscal Fiscal 
Year Year Change 
State 1940-1941 1941-1942 Amount % 
Annual Budgets: 
Colorado (a) ... $ 11,508  §$ 12,026 +$ 518 
New Jersey ...... 83,307 90,199 + 6,893 
New York ......... 394,166 385,120 — 9,046 
South Carolina... 13,172 13,940 + 1768 
Fiscal Fiscal 
Period Period 
1939-1941 1941-1943 
Biennial Budgets 


+|++ 
G8 POO 
owcwca 


California .......... $557,168 $552,570 —$4,593 — 0.8 
Connecticut ...... 107,674 112,988 + 5,264 + 4.9 
THinois .........sce00 495,641 623,664 +28,024 + 6.7 
Indiana (b) ...... 103,263 110,119 + 6,856 + 6.6 
Kansas  ccccsccccsoee 16,675 17,518 + 843 + 65.1 
Massachusetts.... 188,000 189,000 + 1,000 + 0.5 
Nebraska... 53,242 57,429 + 4187 + 7.9 
New Hampshire 14,594 16,179 + 1,585 +10.9 
North Carolina... 155,020 163,685 + 8616 + 6.6 
No. Dakota (c) 23,710 20,902 — 2,808 —11.8 
Pennsylvania (d) 607,209 542,209 —65,000 —10.7 
TeNNESSEE .....0000 41,928 42,415 487 + 1.2 
Vermont ...ccseee 20,575 21,923 + 1,347 + 6.6 
Washington ....... 206,748 211,202 + 4,458 + 2.2 
West Virginia... 62,454 67,292 + 4,839 + 7.8 


Source: Budgets as proposed by Governors to re- 
spective State Legislatures. (a) Tentative budget cov- 
ering “general fund appropriations.” (b) Proposed by 
House Ways and Means Committee. (c) Proposed by 
State Budget Board .(d) The 1941-43 budget represents 
a reduction of $65,000,000 and is estimated to extinguish 
$95,000,000 deficit of earlier administrations. Includes 
only $131,000,000 for relief as against $208,000,000 spent 
in the current biennium. If this is not sufficient, the 
Governor announced that he would request additional 
funds from the Legislature. 
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showed increases and only four decreases. 
While the precise comparisons should not be 
taken too literally owing to differences in ac- 
counting and because all items are not always 
included, the tendency shown is nevertheless 
significant. 

A More Flexible Program 


A second principal objective of the Public 
Debt Act of 1941 relates to the need for grant- 
ing the Treasury greater flexibility as to the 
types and terms of financing most likely to 
attract the different classes of investors. It 
eliminates the distinction between defense and 
other financing contained in the first revenue 
act of 1940, 

The provision freeing the Treasury from the 
necessity of confining defense financing to 
short-term obligations is important because of 
the tendency of such obligations to lodge in 
the commercial banks, with consequent expan- 
sion of deposits and enhancement of the danger 
of inflation. What is wanted is a broad distri- 
bution of defense securities with the general 
public (including institutional investors other 
than the commercial banks) which will buy 
and pay for them out of savings. Such investors 
are more likely to be attracted by the longer 
maturities which carry the higher yields. 

Of particular interest in the new law are the 
provisions permitting wider latitude to the 
Treasury in the terms of savings bonds (baby 
bonds) and authority for the issuance of a new 
class of security to be known as Treasury 
savings certificates. Both savings bonds and 
savings certificates henceforward may be issued 
on either an interest-bearing or discount basis, 
and in denominations and limitations of indi- 
vidual ownership as determined by the Secre- 
tary of the Treasury. 

This move by the Government to broaden 
the market for savings securities represents 
part of an effort to tap the savings of all classes 
of investors from the largest to the smallest. 
Experience of the last few years has demon- 
strated the popularity of savings bonds as a 
medium of investment. Since their sale was 
introduced in 1935 these bonds have provided 
the Treasury with $3,371,000,000 net up to 
January 31, 1941, and in the twelve months 
ending with the latter date provided $898,000,- 
000 net. 

The Treasury is planning special efforts to 
push the sale of savings bonds at the same 
time that the new savings certificates are intro- 
duced. Quite properly, the Treasury has dis- 
claimed the intention of resorting to “high 
pressure” methods which in the last war were 
sometimes productive of resentment and embar- 
rassment. Moreover, it is not desired that 
people buy bonds by withdrawing funds from 
the regular savings institutions or with the 
proceeds of borrowings, but rather that they be 












encouraged to create new savings and make 
their dollar purchasing power available to the 
Government. To the extent that this is done, 
it will reduce the dependence of the Treasury 
upon bank credit in financing the deficit. 

An indication of what can be done with sav- 
ings securities is afforded by the experience in 
Great Britain where in the year ended No- 
vember 26, 1940 the British Treasury disposed 
of £156,733,000 net (sales over repayments) 
of savings certificates and £177,889,000 of 3 
per cent “baby” defense bonds. The combined 
total was equal to about 5 per cent of the na- 
tional income, which means that if our govern- 
ment were able to sell similar securities in the 
same proportion to our national income the 
total disposed of in one year would be in the 
neighborhood of $4,000,000,000. While the Brit- 
ish figures are said to over-state the amount of 
new savings reached in this way, and to include 
considerable switching from other types of in- 
vestments, the showing is nevertheless impres- 
sive. 

Repeal of Federal Tax Exemption 

The third principal objective of the new debt 
legislation was to remove all federal tax exemp- 
tion from future issues of federal securities, 
including those of federal agencies and instru- 
mentalities. The new law does not affect the 
tax status of existing federal obligations, or 
that of state and municipal securities, present 
or future. The problem of taxing local govern- 
ment issues is a much knottier one than that 
of federal taxation of its own issues; and only 
last Fall Congress rejected a proposed amend- 
ment to the Second Revenue Act of 1940 that 
would have permitted reciprocal taxation of 
income from federal, state and local govern- 
ment securities. As in the past, federal issues 
will continue to be exempt from state income 
taxes. 

Heretofore the tax exempt privilege has en- 
abled the Government to borrow more cheaply 
than otherwise would have been the case, and 
this fact should be weighed against the in- 
creased revenue to be expected from removal 
of exemption. To what extent increased rev- 
enues may be offset by increased interest costs, 
through federal taxation of federal interest, 
is difficult to say, and estimates upon the sub- 
ject have varied from substantial net increases 
to actual net decreases. 

One advantage at this time in doing away 
with tax exemption of federal issues is that it 
will make possible the offering of more attrac- 
tive rates to investors without serious disturb- 
ance to outstanding issues. This is referred to 
in more detail in the article following. 


Money and Banking 


The money market during the past month 
has been passing through a two-fold readjust- 
ment, represented first, by the continued mod- 
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erate firming of interest rates from the extreme 
low levels to which they had fallen in De- 
cember and, second, by the process of apprais- 
ing the status of the Treasury’s new taxable 
securities in relation to outstanding issues, both 
governmental and corporate. 

The moderate firming in the money market 
in progress since December has been largely 
in the yields on government securities, which 
in the latter part of last year had tended to de- 
cline more rapidly than the yields in other 
groups as prices rose to all time high levels. 

Prices of both long and short Treasury issues 
have drifted rather steadily lower over the past 
two months, until at the low point in February 
intermediate maturities showed losses running 
more than 3 points and longest maturities more 
than 4 points. 
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This decline of prices and the rise of yields in 
the Treasury group, and to a lesser extent in 
the corporate market, has been orderly at all 
times, and has taken place on only a moderate 
volume of sales. It has been due more to an 
increased reluctance on the part of investors 
of all classes to make additional commitments 
at extremely high prices than to any general 
disposition to liquidate securities already held. 

The increased reluctance on the part of in- 
vestors to purchase additional securities at the 
price levels recently current apparently stems 
from several causes: 

First, the natural caution induced by the 
sharp run-up of prices in the last two months 
of last year; 

Second, the special report to Congress by 
the Federal Reserve authorities requesting ad- 
ditional powers for raising member bank re- 
serve requirements and for otherwise dealing 
with the huge volume of excess reserves exist- 
ing in the banking structure; 

Third, growing awareness in the market of 
the large volume of new Treasury borrowing 
ahead in connection with the financing of the 
defense program ; 

Fourth, prospect that with reduced gold im- 
ports this year and rising currency and bank 
deposit liabilities, the long rise in bank excess 
reserves may already have reached a crest and 
possibly even turned downward; 
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Fifth, prospect of the offering of fully taxable 
securities by the Treasury, resulting in some 
natural hesitancy on the part of investors pend- 
ing a testing of the market for the new types 
of issues. 

In the face of these new and important fac- 
tors, actual and potential, it is not surprising 
that investors no longer have felt impelled to 
rush into the market in fear of higher prices, 
but have been content to sit on the sidelines 
until more opportunity has been afforded for 
weighing these new influences. While the feel- 
ing has become quite widespread that high 
grade bond prices may have passed their peak, 
and that by the same token interest rates may 
have seen their lowest levels, there is no gen- 
eral disposition to regard any precipitate or 
drastic change in money conditions as immin- 
ent. It is recognized that excess reserves, what- 
ever their immediate trend, are certain to re- 
main large, and that the federal authorities 
have far-reaching powers for controlling the 
money market and can be counted upon to 
exercise those powers in the interest of order 
and stability. Thus the dominating thought 
in the minds of investors has not been any fear 
of the market getting out of hand, but rather 
uncertainty as to just where the new trading 
levels of prices and yields are likely to be 
established. 

Towards the close of February the decline 
of the bond market gave indication of having 
found a resistance point, and prices of inter- 
mediate and long Treasury issues rallied %4 to 
3% of a point from the lows. With prices meet- 
ing firmer support, the market was in a position 
to respond favorably to the Treasury’s an- 
nouncement of plans to confine early new cash 
financing to $100,000,000 of additional Treasury 
bills weekly, and to offer “possibly in March, 
but probably in April” $500,000,000 of R.F.C. 
securities, out of the proceeds of which $300,- 
000,000 would be used to repay Treasury ad- 
vances. 

The March 15 Refinancing 


With the announcement of the terms of the 
March refinancing, some irregularity developed, 
reflecting the market’s efforts to adjust itself 
to the new taxable issues. The latter consisted 
of 2-year 34 per cent notes and/or 7-9 year 2 
per cent bonds offered to holders of the matur- 
ing 1% per cent notes of March 1941, and the 
called 336 per cent bonds to be redeemed on 
March 15. At this writing the indications are 
that the exchanges will be overwhelmingly into 
the 2 per cent bonds which seem to have estab- 
lished a level in the market at approximately 
one point over the subscription price of par. 

Undoubtedly, the introduction of a taxable 
bond will call for some shifting in investment 
accounts, inasmuch as the market offers oppor- 
tunities to certain buyers who are largely free 
from tax problems to exchange currently held 
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exempt issues for the taxable issues at a sub- 
stantial increase in yield. It is still too early to 
say that a fixed yield differential between tax- 
able and non-taxable securities has been estab- 
lished, but the table quoted below presents an 
interesting comparison of what has developed 
to date. 


Yields of Taxable and Non-taxable Government 


Securities 
(February 27, 1941) 
Issue Maturity Yield Taxability 


2% bonds Mar. 15,1948-50 1.81% Taxable 
2% bonds Dec. 15,1948-50 1.40 Non-taxable 


% % notes Sept. 15, 1944 0.79 Taxable 
1% notes Sept. 15, 1944 0.44 Non-taxable 
%% FICC notes Jan. 2, 1942 0.40 Taxable 


%% FICC notes Feb. 2, 1942 0.30 Non-taxable 


General Problem of Defense Financing 


In view of the emphasis that the Treasury 
has placed upon the need for selling bonds out- 
side of the banks, the market was surprised 
by the official decision to offer a short note and 
a short bond for the March 15 refinancing in- 
stead of getting started on the program of ap- 
pealing to the ultimate investors. This was 
perhaps due to the fact that legislation author- 
izing taxable bonds had only just been passed 
and the market had not been adjusted to tax- 
able obligations. 

The market’s hesitancy in recent weeks re- 
flects in part uncertainty as to what is likely 
to be the pattern of the financing of the defense 
program. In 1917-18 the Treasury found itself 
obliged to sell successive issues of bonds at 
rising interest rates. This was a great handicap 
in carrying out the program because earlier 
issues were depressed by the rise in rates, and 
the buyer constantly had the feeling that by 
waiting, he could buy bonds still more advan- 
tageously. The Treasury, moreover, was ob- 
liged from time to time to offer exchanges for 
bonds previously issued. 

It is notable that the belligerents in the 
present war are following a markedly different 
pattern of financing and have tried to pitch 
the terms of their offerings at levels which can 
be maintained. Great Britain has been financing 
on about a 3 per cent basis, Canada on a 3% 
per cent basis, and thus far the markets have 
been maintained fairly steadily at those levels. 
If the program can be carried through on this 
general pattern of rate stability the investor 
will buy with much greater assurance and 
many of the difficulties encountered in the 
World War will be avoided. 

In this country it would not be wise to as- 
sume that we must of necessity follow the pat- 
tern of the World War. With our huge cash 
and credit resources it should be within the 
power of the government with the cooperation 
of banks and other investors to finance the de- 
fense program on a relatively stable market and 
at rates which are fair both to the government 
and the investor. The rates, of course, must be 
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ones that will attract genuine investment. The 
success of the sales of baby bonds in recent 
years has given some indication that an appeal 
can be made to investors at moderate rates. 

The problem is simplified somewhat by the 
change at this time from tax exempt issues to 
those which are fully taxable. This makes it 
possible to offer bonds at rates which are more 
attractive to the individual or corporate inves- 
tor without seriously upsetting the outstanding 
bonds, which are fairly entitled to a different 
market position by reason of their tax exemp- 
tion. This will be especially true as the amount 
of such bonds is gradually reduced. 


Profits of Leading Manufacturing 
Corporations in 1939-40 


Annual reports for 1940 issued by leading 
corporations show that in numerous lines of 
manufacturing the high rate of production last 
year was accompanied by a substantial increase 
in sales and by a sharp gain in net profits over 
those in 1939, despite the increase in labor costs 
and income taxes. The annual reports, how- 
ever, like the interim reports issued during the 
course of the year, included a somewhat larger 
number of exceptions to the general trend than 
has usually appeared in prior years, which il- 
lustrates the uneven effects upon business of 
the defense spending and the uneven incidence 
of the new taxes. In the numerous lines which 
had only a moderate increase in sales last year, 
the rise in operating expenses and taxes re- 
sulted in lower net profits for many representa- 
tive companies. Taking all the reports pub- 
lished to date, approximately 71 per cent had 
an increase in net profits after taxes as com- 
pared with 1939, while 29 per cent had lower 
profits. 

A tabulation of the statements of 925 leading 
manufacturing companies for 1940 shows com- 
bined net profits, less deficits, of $1,554,000,000 
after taxes, which compares with $1,225,000,000 
for the same companies in 1939 and represents 
an increase of 27 per cent. Reserves against 
income taxes, including both the normal federal 
income tax, the rate on which was twice raised 
last year, and the new federal excess profits 
tax, were 145 per cent more than the 1939 in- 
come tax reserves of the large companies in 
the group for which tax details are published. 
Reserves for state, local and miscellaneous 
federal taxes increased only moderately. 

Aggregate net worth of the group at the be- 
ginning of 1940 was $14,803,000,000, upon 
which the year’s profits were at the rate of 
10.5 per cent, compared with a slightly smaller 
net worth and a return of 8.4 per cent in 1939. 
The accompanying summary gives the results 
by major industrial groups. 

Attention is called to the fact that these fig- 
ures cover only the manufacturing industries, 
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and do not include such important groups as 
mining, trade, transportation, public utilities 
and finance, which will be shown in our more 
comprehensive tabulation next month. 

As pointed out heretofore, the promptly pub- 
lished reports of leading corporations are use- 
ful as indicating the trend of earnings but do 
not provide an accurate measure of average 
rate of earnings for business as a whole. The 
latter may be found only in the Treasury De- 
partment “Statistics of Income,” a condensed 
summary of which will be given later in this 
issue. 
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Capital Goods and Consumers’ Goods 


An examination of our tabulation of leading 
companies for 1939-40 will show that the sharp- 
est gains in net profits were concentrated for 
the most part in those lines producing capital 
goods and other products whose sales were ex- 
panded directly or indirectly by our national 
defense program and by shipments to Great 
Britain. Substantial gains were made in such 
lines as iron and steel, machinery, hardware 
and ‘tools, electrical and railway equipment, 
aircraft and parts, automobiles and parts, agri- 
cultural implements, nonferrous metal prod- 





PROFITS OF LEADING MANUFACTURING CORPORATIONS FOR THE YEARS 1939 AND 1940 


Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and 
Reserves, but Before Dividends. — Net Worth Includes Book Value of Outstanding 
Preferred and Common Stock and Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 



















































































































Net Profits Per Net Worth Per Cent 
Years Cent January 1 Return 
No. Industrial Groups 1939 Changet 1939 1940 1939 1946 
15 Baking $23,707 $20,303 —14.4 $265,605 $259,240 8.9 7.8 
EU FOE STRUT sccciedees coseccsnicsesesenseves 27,522 31,086 +12.9 546,967 560,687 5.0 5.5 
1B BaGAF Cnc 9,662 9,185 — 49 186,522 190,953 5.2 4.8 
_60 Misc. food products 66,035 69,717 + 5.6 652,548 659,675 10.1 10.6 
111 Total food products 126,926 130,291 + 2.7 1,651,642 1,670,555 1.7 1.8 
12 Soft drinks 3,904 3,926 + 0.6 24,753 26,069 15.8 15.1 
17 Brewing 5,907 4,879 —17.4 35,277 38,338 16.7 12.7 
_10 Distilling 12,243 12,810 + 46 111,022 115,148 11.0 11.1 
39 Total beverages 22,054 21,615 — 2.0 171,052 179,555 12.9 12.0 
19 Tobacco products ..... 68,195 70,661 + 3.6 601,253 509,962 13.6 13.9 
GE DORR OED \cciciccesesccersccccinioscesse 4,811 11,240 ene 217,656 220,769 2.2 5.1 
10 Silk and rayon 4,136 5,624 +36.0 54,451 56,394 7.6 10.0 
7 Woolen goods 3,191 4,585 +43.7 84,010 82,650 3.8 5.5 
TT TRRRREROE BOGE cxcccscerciccecesecseosecstcccasece 3,953 2,485 —37.1 55,498 56,369 7.1 4.4 
_26 Misc. textile products 18,440 21,958 +191 173,473 181,879 106 12.1 
101 Total textile products 34,531 45,892 +32.9 585,088 598,061 5.9 1.7 
20 Clothing and apparel 8,247 8,378 + 1.6 90,097 92,345 9.2 9.1 
7 Leather tanning ................ 3,418 2,281 —33.3 41,001 43,422 8.3 5.3 
_16 Shoes, etc. 12,155 11,293 al: 160,108 162,129 7.6 1.0 
23 Total leather products ................. 15,573 13,574 —12.8 201,109 205,551 1.7 6.6 
17 Rubber products ...........cccccerreseeeenes 41,189 40,958 — 0.6 438,735 458,686 9.4 8.9 
26 Wood products 5,179 8,231 +58.9 65,112 67,574 8.0 12.2 
42 PAPE PFOAUCEE q.....cccocccccccccrcccccceses 32,487 56,436 +73.7 521,347 535,434 6.2 10.5 
18 Printing and publishing .............. 7,889 8,845 +12.1 78,477 79,528 10.1 11.1 
26 Chemicals, industrial, etc. .......... 119,725 121,100 + 1.1 888,805 905,319 13.5 13.4 
2G DPW, BORD, CBC. crccccccecessceccscesescescs 46,772 50,070 + 7.1 223,473 232,078 20.9 21.6 
8 Fertilizer 1,777 2,008 +13.0 81,561 81,906 2.2 2.5 
9 Paint and varnish ...........ccesscceeees ___ 8,380 8,728 + 4.2, 100,105 104,375 8.4 8.4 
59 Total chemical products 176,654 181,906 + 3.0 1,293,944 1,323,678 13.7 13.7 
19 Petroleum products .............. 59,157 65,441 +10.6 1,119,755 1,132,580 5.3 5.8 
12 Cement, ZYPSUM, CC. ...........cecseeeee 15,894 15,602 — 18 190,660 189,879 8.3 8.2 
27 Other stone, clay and glass ....... 30,351 31,996 > 5.4 268,772 277,759 11.3 11.5 
“39 Total stone, Clay, ete. cscs 46,245 47,598 + 2.9 459,432 467,638 10.0 10.2 
43 Iron and steel ............0000 . 188,532 274,956 +98.5 3,153,388 3,223,445 4.4 8.5 
11 Agricultural implements .. . 27,389 46,815 +70.9 30,070 29,907 5.2 8.8 
23 Building equipment ...........cseee 8,512 11,778 +38.3 64,507 71,225 13.2 16.5 
29 Electrical equipment .........s0 31,697 43,130 +36.1 355,440 364,309 8.9 11.8 
25 Hardware and tools .....csc.sssecsene 10,617 15,915 +49.9 125,391 123,277 8.5 12.9 
17 Household equipment .............0+.. 7,339 8,528 +16.2 55,348 56,413 13.3 15.1 
77 Machinery 24,008 40,445 +68.5 280,913 291,146 8.5 13.9 
10 9 GERGS CRUE TEOME q.cccccccescccessssccccccoce 6,988 9,303 +33.1 65,244 66,919 10.7 13.9 
7 Nonferrous metals ........ 12,077 15,782 +30.7 161,105 162,833 7.5 9.7 
<4l Misc. metal products .... 37,918 40,689 + 13 368,081 373,144 10.3 10.9 
283 Total metal products ............00 305,077 507,336 +66.3 5,159,487 5,262,618 5.9 9.6 
14 Automobiles 220,468 242,225 + 9.9 1,278,361 1,316,770 17.2 18.4 
B38 Auto CQUIPMENE 2... ccccccccccccrcccscrccceces 29,282 42,859 +46.4 224,775 236,487 13.0 18.1 
20 Railway equipment ..............cesee 12,062 29,914 , ee 544,468 502,499 2.2 6.0 
_18 Aircraft ANd PAPtSS ......cccccsscssscessesese 8,114 23,591 . ae 79,432 91,657 10.2 25.7 
90 Total trans. equipment ............... 269,926 338,589 +25.4 2,127,086 2,147,413 12.7 15.8 
_19 Mise. manufacturing... 5,740 8,529 +48.6 74,102 71,992 1.7 11.8 
925 Total manufacturing ..............000 $1,225,069 $1,554,280 +26.9 $14,537,668 $14,803,170 8.4 10.5 





+ Increases or decreases of more than 100 per cent not computed. 
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ucts and lumber. Sales increases ranged from 
10 to 50 per cent last year, and in the case of 
rapidly growing companies ran to 100 per cent 
or more. 

Numerous reports of companies in these lines 
showed earnings that equaled or exceeded those 
of 1929, and others, whose. recovery from the 
depression and from recurring annual deficits 
had been slow, reported a better-than-normal 
return on capital for the first time in several 
years. 

In important consumers’ goods lines, how- 
ever, such as food products, beverages, tobacco, 
leather and shoes, rubber products, drugs, soap. 
etc., the rise in operating costs and the sharp 
increase in income taxes limited the gains, and 
in many cases caused declines in net profits as 
compared with 1939, despite some increase in 
volume of sales. There were a number of out- 
standing exceptions, however, among com- 
panies in the various branches of the textile 
industry, also in pulp and paper. 


Quarterly Trend of Profits 

Most of the gains in profits as compared with 
the previous year were made during the first 
nine months, while in the fourth quarter de- 
creases were in the majority. Quarterly figures 
given below for a group of 200 of the more im- 
portant industrial companies show this change. 

Actually, as the table shows, profits in the 
fourth quarter of 1940 were the largest in the 
year. The fact that the comparison by quarters 
with the previous year became less favorable 
was due to a combination of three different fac- 
tors. The first, and most obvious, was the up- 
ward trend of profits during the year 1939, 
which reached a peak in the final quarter. 

Quarterly Net Profits of 200 Leading Industrial 


Corporations 
(In Thousands of Dollars) 
1939 1940 
Net Worth, Jan. 1.. $10,862,388 $11,339,686 


Net Profits 
First Quarter 326,490 +61 
305,513 +40 


253,323 +26 
366,000 Pre. — 3 


Per Cent 
Change 


203,011 
217,896 
201,664 
376,915 


999,486 $ 1,251,326 +25 


A second factor was the increase in federal 
income tax rates and the new excess profits tax, 
which were enacted in June and October but 
made retroactive to January 1, 1940. These 
required sharply increased tax reserves during 
the course of the year, particularly during the 
fourth quarter, which was burdened with much 
more than its proportionate share of the year’s 
taxes. 

The third factor was the rise in labor costs 
during the course of the year, with a conse- 
quent narrowing of profit margins. Average 
hourly earnings of wage earners in the manu- 
facturing industries, reported by the Industrial 
Conference Board from Department of Labor 





statistics, reached 75.2 cents in December, 1940, 
which set a new high record for all time. This 
rate was 3.2 per cent higher than in December, 
1939, and 27.5 per cent higher than the 1929 


EVECARE. Long-Term Profits Trend 


The trend of profits over the past twenty 
years is shown in the following table and chart, 
which are based on the official “Statistics of 
Income” from 1921 through 1937 or 1938, to 
which have been added rough estimates 
through 1940 based on the published reports 
of leading companies. 


All Manufacturing Corporations in the United States 
(In Millions of Dollars) 

Gross Wages & Total Net Dividends 
Income Salaries Taxes Profits Declared 
(a) (b) (c) (f) (9) 
$38,480-h $9,100 793 d- 435-h 1,216-h 
44,566 9,700 860 2,330 1,308 
56,064 12,000 986 8,174 1,761 
53,763 11,400 937 2,418 1,651 
60,605 12,100 1,077-h 8,245 1,908 
62,156 12,400 1,189 3,212 2,116 
63,439 12,200 1,065 2,673 2,226 
66,893 12,300 1,118 8,460 2,507 
71,640 18,200 1,161 3,954 2,575 
60,428 11,300 952 877 2,613 
43,716 8,900 781 d- 913 1,894 
31,845 6,300 647 d-1,827 1,115 
35,070 6,300 853 77 1,010 
40,768 7,900 832 778 1,221 
47,334 8,900 1,815 1,508 1,580 
56,431 10,200 1,648 2,570 2,821 
61,950 11,300 2,059 2,545 2,529 
50,854 9,300 1,600-e 931-p 1,844-p 
55,000-e 10,800 2,100-e 1,900-e 1,700-e 
62,000-e 12,600 3,000-e 2,500-e 2,000-e 


Sources: Compiled from statistical reports of 
Treasury Department and Department of Labor. (a) 
Gross income from sales and other operations. Includes 
tax-exempt interest received, but excludes intercor- 
porate dividends received. (b) Computed from Depart- 
ment of Labor statistics (revised) on factory payrolls, 
adjusted to exclude employes of non-corporate estab- 
lishments, and to include non-factory employes and 
administrative salaries. Figures for 1929-37 computed 
by National Industrial Conference Board. (c) Includes 
federal income and excess profits taxes; also state, 
local, foreign, and miscellaneous federal taxes. (d) 
Deficit. (e) Rough estimate. (f) Net profit after taxes; 
includes tax-exempt interest received, but excludes 
intercorporate dividends received. (g) Excludes inter- 
corporate dividends paid, assumed equal to intercor- 
porate dividends received; also excludes stock divi- 
dends. (h) Partly estimated. (p) Preliminary. 


This shows, for the approximately 92,000 


active manufacturing corporations in the 
United States, the combined gross income from 
sales and other operations, the total of taxes 
paid, the net profit after taxes, and the cash 
dividends declared. The figures do not include 
intercorporate dividends received or paid, 
which for the corporate system as a whole do 
not represent real income but merely transfers 
within the system. 

The table and chart show also the estimated 
payrolls of all manufacturing corporations. 
These figures are not available directly from 
official sources, but are computed from the 
Bureau of Labor statistics as explained in the 
footnote. 

There was a sharp recovery in gross sales 
income and in payrolls in 1939-40 which carried 
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1921 TO 1925 1926 TO 1930 1931 TO 1935 1936 TO 1940 
Payrolls, Taxes and Net Profits after Taxes of All 
Manufacturing Corporations in the U. S. Figures for 

1939-40 Estimated. 
them almost back to the high level of the 1920s. 
The recovery in dollar totals of course makes 
no allowance for the normal long-term growth, 
which the manufacturing industries had shown 
from the time of their original establishment 
up to 1929. Aithough profits and dividends also 
turned upward in 1939-40, they remained sub- 
stantially below the high level of the 1920s. 
The upward trend of taxes during recent years 
was accelerated in 1939-40 by new taxes and 
increased rates, combined with higher taxable 
incomes. As the table shows, total taxes now 
exceed both dividends and net profit after taxes. 


How the Money Was Spent 
The changes that have occurred in the distri- 
bution of corporate income may be illustrated 
by a comparison of the estimated results for 

1940 with average results for the six years 

1925-30 inclusive, when gross sales income was 

at approximately the same level. Following are 

the figures in a simplified or “short-form” state- 
ment, such as is issued by many corporations, 
as a supplement to the detailed audited state- 
ments, in interpreting their operations to em- 
ployes, shareholders and to the public. It 
should be understood that the figures presented 
for 1940 are necessarily tentative and subject 
to revision when complete and final statistics 
become available two or three years hence. 
All Manufacturing Corporations in the U. S. 
(In Millions of Dollars) 

Average Estimate 
Years Year 
1925-30 1940 
$64,193 $62,000 


Gross Income 

From sales and other operations*.... 

Disbursements 

Wages and salaries, including ad- 
ministrative salariest 

All other expenses (except taxes) 
~-including cost of materials, sup- 
plies, fuel, transportation, power, 
rent, interest, depreciation and 
depletion 47,955 43,900 

Net income before taxes 3,988 5,500 

Total taxes 1,085 3,000 

Dividends declared* 2,157 2,000 

Total disbursements 63,447 61,500 

Balance for surplus and reserves.... 746 500 


Total $64,193 $62,000 


12,250 12,600 




















Disbursements of Gross Income % 


Wages and salaries, including ad- 
ministrative salariest : 20.3 


All other expenses (except taxes).. iy 70.8 
Net income before taxes Z 8.9 
Total taxes 4 4.8 
Dividends declared* ¥ 3.2 

Total disbursements cf 99.1 
Balance for surplus and reserves.... . 0.9 

Total 100.0 

















*Excludes intercorporate dividends received and 
paid. +Compensation of officers represents about 9 
per cent of total wages and salaries paid. 

These figures indicate that in 1940 labor in 
manufacturing corporations received in wages 
and salaries around 20 per cent of the gross 
sales income—a slightly larger share than in 
the six selected years. (A large portion of 
“other expenses” also went to labor engaged 
in producing materials and services purchased 
from outside the manufacturing corporations 
themselves. According: to the Department of 
Commerce studies of national income, the pay- 
ments to labor comprised about 67 per cent of 
the total national income paid out last year.) 

After payment of all other expenses, there 
was a balance of net income before taxes of 
8.9 per cent in 1940, which was larger than the 
six-year average. Because of the sharp in- 
crease in taxes to 4.8 per cent, however, both 
the 1940 totals of dividends declared (3.2 per 
cent) and of undistributed income available for 


surplus and reserves (0.9 per cent) were below 
the six-year average. The distribution of the 
net income before taxes, considered as 100 per 
cent, was as follows: 


Average Estimate 
Years Year 
1925-30 1940 


Total taxes 27.2 64.5 
Dividends declared 54.1 36.4 
Balance for surplus and reserves 18.7 9.1 





Total 100.0 100.0 





The foregoing figures upon the relationship 
of profits, payrolls and taxes are particularly 
interesting in view of the recent charges by 
Mr. Philip Murray, president of the C.I.O., that 
large corporations are opposed to wage in- 
creases and are profiting at the expense of 
their employes. 

In the typical plant today, the proportion of 
gross income going to labor has increased as 
compared with the 1920s, and the proportion 
going to capital has declined. As noted above, 
the average hourly wages in the manufactur- 
ing industries in December 1940 were 27.5 
per cent higher than the 1929 average. Al- 
though working time has been shortened 17.0 
per cent since 1929, the average weekly earn- 
ings in dollars were 5.8 per cent higher, while 
the “real weekly earnings” (dollar earnings 
adjusted for the decline in cost of living) were 
23.2 per cent higher. 
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When you travel this year, why not take a complete rest from personal and 
business cares? You can, by making use of the services offered by The 
National City Bank of New York. Listed below you will find five of these 
services that can help make your next vacation or business trip more enjoy- 
able. Look over this list now, and consult your nearest National City Branch. 


1. TRAVELERS CHECKS 

If you want safe, convenient funds for your everyday 
vacation needs, use N.C.B. Travelers Checks. They are 
accepted by banks, hotels and transportation lines, as 
well as by better shops and restaurants, and are cashable 


day or night, weekdays, Sundays or holidays. 


} A LETTERS OF CREDIT 

An N.C.B. Letter of Credit is virtually a traveling bank 
account, particularly convenient if you are on an eXtended 
journey. Its presentation assures prompt, personal service, 
an important matter when traveling. 


3. CABLE TRANSFERS 

A visit to our nearest branch or any one of thousands of 
National City Bank of New York correspondents 

will assure immediate attention in the handling 

of cable transfers to any point you choose. 


4, CUSTODIAN ACCOUNTS 


For the care and safeguarding of your securities in 
absence; collection and distribution of income 
maturing principal; notification of subscription privileg 
and redemption calls; buying and selling of securiti 
and the making of investments in accordance with i 
structions furnished us by you or your attorneys. 


5. SAFE DEPOSIT BOXES 
While you are away, your insurance policies, contract 
bonds, jewelry and other valuables need greater protecti 
than your home or office safe can give them. By using 
National City Safe Deposit Box, you are provided wi 
positive protection at low cost, and need have no wor 
about your valuables. Commodious, fire-prodl 
burglar-proof vaults are available for the sto 
of silverware and other large articles of value. 
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